v

EFFECTS OF MARKET REFORM ON ACCESS TO FOOD BY

Number 5

LOW-INCOME HOUSEHOLDS:

POLICY SYNTHESIS

for USAID - Bureau for Africa
Office of Sustainable Development

September 1995

EVIDENCE FROM FOUR

COUNTRIES IN EASTERN AND SOUTHERN AFRICA

By

T.S. Jayne, Lawrence Rubey, David Tschirley, Mulinge Mukumbu, Munhamo Chisvo, Ana Paula
Santos, Michael T. Weber, and Patrick Diskin *

Food Security Il Cooperative Agreement between U.S. Agency for International Development, Global Bureau, Economic Growth Center, Office of
Agriculture and Food Security and Department of Agricultural Economics, Michigan State University

SYNOPSIS:

e Basic changes in market regulation can provide
an opportunity for low-income consumers to
improve their diets and real incomes; and

e [nformation on variations in consumer prefer-
ences among incomgroups can be used to
improve the cost-effectiveness of food qitb-
grams, through use of "self-targeted" com-
modities.

BACKGROUND: Virtually all governments are
confronted with the conflicting goals of
maintaining food priceghat are profitable for
producers and affordable to consumers. In much
of Africa, these goals have been historically
pursued through controlled marketing systems in
which food prices could be artificially raised for
producers and lowerefbr consumers through
subsidies. However,this practicebecame fiscally
unsustainable imany countries, andasrecently
led to food market reform in over 20 African
countries.

Food market reform in Eastern and Southern
Africa has been particularly slow. Serious con-
cerns have been raised over the effects of market
reform and the elimination of food subsidies,
particularly on the ability of low-income
consumers to maintain access to maize meal, the
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dominant staple in the region. There hagn a
widespread perceptiorthat urban consumers
strongly preferred the highly refined maize meal
distributed and oftenbsidized through the
official marketing channetoimtrast to less
expensivewhole maize meal, produced bynall-
scale hammer mills through the often illegal
informal marketing systems. Prior to the reforms,
over 90% ofthe maize meal consumed umban
areas was in the form of refined meal.
perception dbw demandfor whole maize meal
made many policy makergluctant to eliminate
the subsidies on refined maizmeal or to
jeopardize the controlled marketing system that
ensuredts availability. However, undepressure
from donors and international lenders, many
governments eliminated the subsidies on refined
maize meal in the earl{990s. Inthe short run,
the elimination of food subsidies has raised the
specter ofsharpfood price surges, falling real
incomes for the poor, and political unrest.

The

OBJECTIVES: This report analyzes the effects
of grain market reform and food subsidy
elimination in Eastern and Southern Africa on
access to foddwieéncome consumers. The
report assesses the potential to use "self-
targeted commodities" (i.e., comnpomities
chased primarily by the poor) to improve
vulnerable groups' access to food througdrket
development strategies and food aid programs.
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While much researchhas been devoted to
undeastandinghow producers and tradersould
respond to reform of staple food markets,
relatively little is knownabout the potential or
actual responses by consumers. The report
presents recent findings frosix household-level
surveys inurban areas of Zimbabweenya,
Zambia, and Mozambique betweeir®91 and
1994. Secondarglata from South Africa and
Malawi are also presented where available.

FINDINGS: The report highlights seven
conclusions with broader implications for
targeting vulnerable groups:

1. Consumer subsidies on refined maizeal in
Kenya, Zambia, Zimbabwe, Mozambique, and
South Africa have not necessarily promoted food
security, because they (and associated controls on
maize marketing) have entrenched a relatively
high-cost marketing system and impeded the
development of lower-cost channels from
developing.

The negative effects of eliminating subsidies on
refined maize meal have bepartially or wholly
compensated by relaxing controls on private grain
trade, whichhas raised consumers' access to less
expensive whole maize medistributed through
the emerging informal markets. 8% rise in the
price of refined meal in Kenya (due smbsidy
removal) has been estimated to raise household
expenditures by less than 1% of tatatome for
low-income groups, due to the widespread
availability of cheaperwhole meal since the
reforms were initiated and low-incomegroups'
tendency teubstitutewhole meafor refined meal

at a price discount.

2. The conventional wisdom of rigidrban
preferences for refined maize meal was greatly
exaggerated by policy restrictions under the
controlled marketing systems and subsidies on
refined maize meal. Theroportion of urban
consumers in Nairobi, Lusaka, and Harare con-
suming whole meahas risen from pre-market
reform levels ofabout 5% to 10%, to about 40%
to 55% within a period of several years.
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3Since the removal of refined meal subsidies
andcontrols on maize movement, retail prices of
hammer-milled whole meal have ranged from 55%
t80% those ofrefined meal manufactured by
large-scale millers.
levels, the availability whole meahasallowed
costsavings to consumers equal to 4%-13% of
houshold income among the lowesicome-
quintile in the capital cities of Harare and Nairobi.
In Mapudammer-milled maize meals, whether
white or yellow, are ateast 15% less expensive
than roller-miller products of the sanmolor.
These are significant cost saving fmver income
consumers.

4. In all countries surveyed, there is an inverse
relationship betweewhole meakonsumption and
household income, and positive relationship
between refined meal consumption and household
income(see Table 1). These findings indicate that
whole maize meal is a "self-targeted" commodity.

These results also indicateat theformer refined
meal subsidieswvere untargeted and thatheir
benefits were actually inverselyrelated to
household incomes. In Nairobi, tB8% increase

in the price of refined meadfter the removal of
subsidies in Januard994,other factors constant,
was estimated to increase maize meal
expenditures by 7% for the lowest household
income-quartile, compared witt25% for the
highest income-quartile.

5. Newinvestment in hammer millindpas in-
creased rapidly since market reformhis corro-
borates householdurvey data indicating that
consumption of hammer-milledhole meal has
risen rapidly after market reforms. In Zambia,
hammer mills have increased from an estimated
4,156 toaround6,000 between1992 and 1994.
The number of hammer mills operating in Nairobi
has increased30% between 1987 and 1993.
Hammermills operating in Harare have increased
from 57 to 85 in 18 months betwed&892 and
1994. In Maputo, at the begin-

At observed purchase price
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ning of the 1970's, official statistics listonly 3
hammer mills in the city. 11995, there are 155
licensed hammer mills operating, and over 90
percent of these camiato operation since the
inception of the governments' economic reform
program.

6. Small-scale mills have a highéabor-to-
investment cost ratio and labor-to-output ratio
than large-scale milling.Evidencealso suggests
that small-scale milling technologhas lower
start-up costand would promote greater growth
linkages with other local sectors. Increased small-
scale milling is expected to have positive effects
on employment growth and income distribution.

7. Yellow maize, which is typicallgvailable at a
price discount relative to white maizelso
appears to be a "self-targeted" food. Consump-
tion of yellow maize atthe household level is
negatively related to income iMozambique.
Contingent valuation surveys in Zimbabwe also
suggest thayellow maizeconsumption would be
consumed disproportionately by the poor,
available.

if

Yellow maize benefits from a well-functioning
international commodity exchange, typicadigsts
10% to 20% less thathe limited supplies of
white maize on worldnarkets, and is subject to
much smaller price fluctuationsYellow maize
may provide the potentidloth to stabilize prices
paid by consumers in the market during poor
harvests and to increase the cost-effectiveness of
food aid programs in the region througéllow
maize's "self-targeted" character.

IMPLICATIONS FOR GOVERNMENTS
AND DONORS: There appear to be major op-
portunities to promote household food security
through the use of self-targeted commodities. By
further promoting the performance of private
production, distribution and processing systems
featuring self-targeted commaoditiew-income
consumers can rely to greater extent on the
market for their food needs, thereby reducing the
maghnitude of resources required for targeting the
needy through administrative food assistance
programs. And food aid donors can increase the
effectiveness and reduce leakage of their programs
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by maximizing the use of self-targeted
commodities. These findings are especially rele-
vant in the current environnfenteoffood aid
resources available from major donor countries.

Inappropriatehoice of commodities adistribu-
tion systems for relief and/or developmemnir-
poses, in addition to transferring scadmor
resourcéssteneedy households, also depresses
demand for food in local markets and exacerbates
price unpredictability. This haleen shown to
adversaffect the development of local food
markets. For example, the monetization and
subsidization of maize food aid processed into
refined maize meal through the official marketing
channel during th&992/93drought in Zimbabwe
created serious setbacks for the development of a
competitive and low-cost private grain marketing
system that donors were trying to encourage.

Governments and food aid donors can increase the
benefitgrated food aid resources and market-
orientedtrategies to promote food security
through the use of accurate information on how
the demand for variousodstuffs varies by
income group, especially the poor.
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